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NATIONAL REAL ESTATE CYCLES 
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National activity index down slightly 
from March figure, but well ahead 
of April 1954. 
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SS oe ee ee ee This index is also below its level of 

sat alpen te a2 bse last month, but ahead of its April 1954 
vet cote cote! all BE = pace. 


Largest volume in April of any month 
since August 1950. April 1955 volume 
18% ahead of April 1954. 


Virtually no change from last month - 
very little change in last year. 


REAL ESTATE ACTIVITY 


a ie wae All of the first 4 months of 1955 have 
weauzen cycit ED been better than any month in 1954. 
: Trend is steadily upward. 


Microscopic drop first in more than 
20 years. 


1954 1955 1956 
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During April real estate activity slowed down a 
REAL ESTATE ACTIVITY trifle, and at the end of the month our national 

activityindex stood at 16. 5points above normal. 
However, while activity is somewhat lower than it was at the beginning of this year, 
it is still higher than at any time during the period between the first quarter of 
1952 and December 1954. 


Along with the slight dip in real estate activity 
REAL ESTATE has come a drop in mortgage activity. We do 
MORTGAGE ACTIVITY not know exactly what has caused this dip - it is 

nearly always difficult to point to the precise 
reason for a short-term change - but we suspect that it was the result of reluc- 
tance on the part of lenders to continue making so-called “no no-down-payment” 
VA loans. As you will see on page 254, 100% VA loans have formed a bulky part 
of the mortgage business during the last few months. A good many of these 100% 
loans have actually been 105%, or, in the idiom of the trade, ‘no no-downs.” 
The Government’s action in discouraging this type of financing occurred too re- 
cently to be reflected in April mortgage figures, so there has apparently been 
some voluntary tightening by the lenders several weeks prior to the Government’s 
ban. This has in some measure also been responsible for the dip in real estate 
activity. 


REAL ESTATE SALES PRICE COMPARISONS 


APRIL 1955 
With preceding 
month 
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“ SALES PRICE INDEX —s= 


With same month 
preceding year 


00% 


INDEX 1947-49=100 


TREND IN SELLING PRICE 


100 
1953 1954 *55 





Probable selling price Probable selling price 
Trend in of a house that sold for Trend in of a house that sold for 
selling price $12, 000 in 1947-49 period selling price $12, 000 in 1947-49 period 


100.0 $12, 000 es 104.5 $12, 540 


40.1 4, 812 a 120.9 14, 510 
24 1 4,002 119.4 14, 330 


. 118.6 14, 230 
13.9 8, 668 117.6 14, 110 
34.8 4, 176 * 119.7 14, 360 
44.8 5, 376 , 120.9 14,510 
’ 122. 6 14,710 

40.1 4,812 122.3 14, 680 
42.8 5, 136 122.5 14, 700 
mi a1 ? 122.3 14, 680 
122.3 14, 680 

122. 2° 14, 665* 








*Preliminary. 

















There can be only one effect of tighter credit and that is lower real estate 
and mortgage activity. It is too soon to guess how great this effect will be na- 
tionally. You, knowing the makeup of your business, will be able to gauge pretty 
closely what effect it will have on you. 


As you can see by the following table and the 
INTEREST RATES chart below, mortgage interest rates have been 

slow to follow the upturn of other types of long- 
and short-term investments. High-grade corporate and municipal bonds, as well 
as Government long-term bonds and Treasury bills, have all been moving up 
since the middle of 1954. There has been a slight rise in mortgage interest rates 
during the first quarter of this year. However, it was interrupted by a minute 
drop in April. The outlook for the rest of the year is for mortgage rates to re- 
sume their slow climb. 


AVERAGE INTEREST RATE OF RECORDED MORTGAGES 
IN 12 MAJOR CITIES OF THE UNITED STATES 


Mar. ’53 


Jan. ’54 
Feb. ’54 
Mar. ’54 
Apr. ’54 
May ’54 

"54 

54 
Aug. ’54 


.007% Sept. °54 5.107% 
187 Oct. ’°54 5.092 
240 Nov. ’54 5.063 
197 Dec. ’°54 5.033 


.173 Jan. ’55 5.045 
151 Feb. ’55 5.070 
.114 Mar. ’55 5.087 
. 089 Apr. ’55 5.079 
.082 


The 127, 000 nonfarm residential units started in 
RESIDENTIAL April brought home building volume for the first 
CONSTRUCTION 4 months of this year to 421,600. This is 224% 
ahead of the 344,500 started during the same 


period in 1954, and is even 2% SOT TTT weeks as TPP TTT 





ahead of the volume for the 
first 4 months of 1950. AVERAGE MORTGAGE RATE (12 MAJOR CITES) 
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Asis the case withreal es- 
tate and mortgage activity, the 
recent FHA andVAcredittight- 
ening can have only oneeffect - 7 j — & 
a reduction in volume. This a NGS ‘Covemaaper 
will not be felt until later on in © 2 0 enna 
the year, however, and thevol- te be eld i 
ume started in May should be r ’ wd 
close to the all-time high of 7 4 
149, 100 reached in May 1950. vee 


1951 
































NUOVUCTUATURTOATECUNONRONUOTUOTUOTUCTUOTIONUIT 
1952 1953 1954 1955 











251 














In April of this year, the Bureau of Labor Sta- 
RESIDENTIAL RENTS tistics rent index dropped one-tenth of 1%. If 

this drop had occurred in any other index, we 
would dismiss it as too small to be of any significance. However, this dropis 
the first free drop in the rent index in over 20 years. We say ‘free” drop be- 
cause in early 1942, when the Government imposed Federal rent control, rents 
were forced down by Government edict. Aside from this forced decline, the 
April 1955 drop is the first one since March 1935. For the past year or so the 
rent index has been going up about two-tenths of 1% each month, so this drop is 
actually a three-tenths of 1% reversal of trend. 


It may be that this slight drop is temporary, and for that reason insignificant. 
However, there are other indications that may be harbingers of an increasing 
housing surplus. Our counts of “For rent” ads show that the number of these 
ads is increasing over last May’s figure in almost all of the major cities. Fur- 
thermore, the Government’s action in tightening credit may indicate that the 
Washington housing planners know more aoout the housing supply situation than 
they are willing to discuss. 


In addition to the VA’s decision that the veteran must now pay closing costs, 
thus, for the time, eliminating ‘no no-down” payment loans, comes word that 
the FHA is holding up unconditional commitments in 26 unspecified areas. The 
reason given for this action is that “overbuilding” has developed in these areas. 
However, the FHA went on to say that it expects the surplus to be absorbed shortly. 
All of these things may mean nothing. It may be that home building can go on at 
its feverish pace with no repercussions from a housing surplus. Nevertheless, 
these bits and pieces of information are enough to temporarily throw the long 
shadow of doubt across the myth of ‘inexhaustible” housing demand. We pass this 
along to you for whatever you think it’s worth. 


VA HOME LOANS 


stimulation of FHA-VA loans. Narrow thiseffect down a little furtherand 
you will see that the VA 100% loan area has received the biggest boost. 
The overall effect on FHA-VA activity is shown by the chart on page 253. 


;} HE greatest effectof the increased supply of mortgage moneyhas been its 


On page 254 we show a chart of the number of 100% VA home loans and the 
percent of all VA home loans represented by 100% loans. Notice the very quick 
rise in the number of 100% loans and also their rise as a percentage of all VA 
home loans. The last available data - March 1955 - show that 21,876 100% VA 
loans were closed during that month, and that this amounted to 44. 8% of all VA 
home loans closed during March. 

(cont. on page 255) 
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VA HOME LOANS 
(cont. from page 252) 

It is rather interesting to compare the increase in the number of 100% VA 
loans with the increase in the number of housing starts. There were approxi- 
mately 117,000 more new homes started in 1954 than in 1953. When you con- 
sider that there were 103,000 more 100% VA home loans in 1954 than in 1953, 
you get some idea of the impact the 100% loans have had on home building. 


Housing starts during the first quarter of 1955 were 59, 800 units ahead of the 
same period in 1954. Here, again, the impact of the 100% loan is plainly evident 
because the number of 100% VA loans closed during this year’s first quarter was 
54, 000 ahead of the number closed during the first quarter of 1954. 


In the center of the big chart opposite is a small chart showing the average 
amount of 100% VA home loans during the 1946-1955 period. The bar for 1955 
represents the average size loan for the first quarter. All of the other bars 
represent yearly averages. These two charts show you that 100% VA loans have 
not only been increasing sharply in number but have been steadily increasing in 
amount for the last 3 years. 


Although a temporary ban has been placed on what might be called 105-110% 
loans, the Government continues to look with favor on the straight 100% deal, even 
if a good many lenders do not. 








That there are enormous possi- 
bilities for goodor mischief, depend- 
ing on Government manipulation, in 
the pool of unsold veterans, is shown 
by the chart onthe right. A glance p—— NUMBER OF EUGHAS VETERANS 
will show you that after almost 9 
years of lending operations, there 
is still a pool of some 14 million 
veterans who have not usedtheir eli- 
gibility for home loans. Further- 
more, it is a good bet that the 1957 
deadline on this eligibility will be ex- 
tended. 


REMAINING MARKET FOR 
VA HOME LOANS 








What the result of Government 
action on VA loans will be is a great 
deal more uncertain than most people 
realize. It could be that this enor- 
mous pool of potential home buyers 
will be manipulated with a deftness 
heretofore not displayed, and that all 
will be well. However, the record 
of Government ‘assistance,” both in 
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this country and in others, is not good. All too often emergency measures be- 
come permanent parts of national policy, and steps taken to subsidize a favored 
group are soon considered vested interests by that group. There is little chance 
that the veteran home loan program will be handled with restraint, and a very good 
chance that Washington will eventually parlay it into a national-sized headache. 


As aresult of new wage demands, construction 
RESIDENTIAL costs can be expected to move up slowly during 
CONSTRUCTION COSTS this summer. Another factor will be some tight- 

ening in building material supplies, the most 
notable being the shortage of cement. Supplies of cement in many Midwestern 
and Southwestern areas are at gray-market level. Naturally, a good deal of the 
pinch is the result of the expanding highway construction program. In some 
areas, the shortage is so bad that cement from Canada, Mexico and even England 
and Germany is finding a ready market. 


























